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Historical Background 
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Historically, sovereign DeM was limited 
to borrowing, recording, and debt 

servicing 

One policy goal → to ensure that government 

financing needs were met, which commonly 

resulted in: 

– Several borrowing units (front offices) 

– Several debt databases 

– No systematic analysis of cost/risk in the debt 

portfolio (no middle-office function) 

– Narrow scope of the legal framework; limited 

to borrowing authorization 



 
1980’s, beginning of a new approach to 
public management in general  1980’s, 
beginning of a new approach to government management in 

general  

New performance & evaluation orientation 

(inspired by the private sector) 

– Clear roles and responsibilities 

– More focus on outputs and outcomes 

– Arms-length government agencies 

– Enhanced accountability of the executive branch of 

government to parliament 

– Efficiency, Effectiveness and Economy emphasized 

– Independent audit institutions 
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…. which affected sovereign DeM 

“The most pressing issue confronting governments 
is the need to reform the institutional 
arrangements governing debt policy, so that the 
technical expertise and experience required to 
manage the risks of external debt competently 
and transparently can be applied. 
Professionalism and accountability can best be 
achieved when debt management is assigned to 
an agency that is separate and autonomous 
from the political process.”  

 

Cassard and Folkerts-Landau: “Sovereign Debt: Managing the Risks” (F&D December 1997) 
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…. and we got a new definition of 

sovereign DeM 

“Sovereign debt management is the process of 

establishing and executing a strategy for 

managing the government’s debt in order to 

raise the required amount of funding, achieve its 

risk and cost objectives, and to meet any other 

sovereign debt management goals the 

government may have set, such as developing 

and maintaining an efficient market for 

government securities.” 
 

World Bank/IMF Guidelines for Public Debt Management (2001) 
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…. which consequently led to new 
topics at the center 

• Policy goals – What are the DeM objectives/ goals?  

• Strategy design - How to achieve these goals?  

• Depolitization and decision making - What to be 
decided at the political level, and what is best left to 
professional debt managers?  

• Organizational arrangements – Do we need a 
dedicated debt management unit, and how to set it up?  

• Evaluation - How to evaluate DeM performance?  

• Audit – DeM performance audit? 

• Regulatory changes – What legal framework is needed 
in this new environment?  

 



Sound DeM Practice 
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The policy goals 

Common DeM objectives: 

– Ensure that central government financing 

needs are met 

– Minimize the borrowing costs over the 

medium to long run, however, always 

consistent with a prudent degree of risk 

– Promote development of the domestic debt 

market (sometimes a subsidiary goal) 
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The strategy 

A medium-term plan (3-5 years) on how to achieve the 

DeM objectives: 

– How to broaden the creditor/investor base? 

– What are the preferred cost/risk trade-offs? 

– Will the government borrow short-term to reduce cost, or long-

term to reduce interest-rate and rollover risks? 

– Will the government borrow foreign currencies to reduce cost, or 

in local currency to reduce the exchange-rate exposure? 

– Will the government borrow in foreign currency to lengthen 

maturities, given domestic debt market constraints? 

– Where applicable, how to promote development of the domestic 

debt market through the government’s debt management 

transactions? 
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The decision-making process 

• Decisions to be taken at the political level: 
– The policy goals (Parliament) 

– The strategy (Cabinet) 

– Supervision and evaluation (Cabinet and Parliament) 

• Responsibilities of the DeM unit: 
– Preparation of a strategy proposal 

– Decision on annual borrowing plans based on the 
strategy 

– Execution of these plans (i.e. borrowings and other 
DeM activities) 

• Comparison with monetary policy: 
– Price stability (policy goal)→ inflation targeting 

(strategy)→ money supply management (execution) 
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The organization  

• Establishment of a dedicated debt management unit to:  

– Assume overall responsibility for debt management activities 

– Drive debt management strategy development 

– Determine annual borrowing plans 

– Create one comprehensive debt database 

– Support a domestic yield curve (where applicable) 

– Report on the entire government debt portfolio 

• Debt management is moved out of the central bank, 

although often retained as fiscal agent 
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The evaluation and audit 

• Reports to the Parliament covering 

– all sovereign borrowings and other DeM activities 

– DeM strategy and compliance with it 

– evaluation of outcomes against the stated policy 

goals 

• Increasing focus on performance audit, apart 

from traditional audit of the financial statements 
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Performance audit of DeM – some 

issues to consider 

• Is there a clear structure of performance goals (the DeM 

objectives)? 

• Have the appropriate priorities and instruments been 

chosen to achieve these goals ( the strategy)? 

• Is there a clear distribution of responsibility between the 

different levels of authority, bearing in mind the principle 

of subsidiarity ( decision-making and organization) ? 

• Is there an adequate emphasis on management controls 

and reporting requirements (internal control and 

evaluation)?  
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New legal framework 

• Before it was common to have detailed 

regulations on processing of individual 

borrowing transactions 

– Borrowing restricted to certain markets and through 

certain instruments 

– Parliament’s approval required for all external 

borrowings 

• Now legislation needs to be more policy-based 

– Focus on policy goals, strategy development and 

accountability, with some general restrictions, such as 

permitted borrowing purposes 

 



Fiscal policy and DeM  

 



Fiscal policy goals/objectives 

• Fiscal policy is the use of central government 

expenditures and revenue collection (taxation) to 

promote growth and other development goals  

• Common fiscal policy objectives are to achieve a 

stabilized economic output, improved resource 

allocation, and a “fair” distribution of wealth  

• The fiscal policy strategy commonly includes a budget 

that is balanced over the business cycle, and sound 

public finances in form of debt limits 
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Debt limits/ceilings 

• Debt limits is a fiscal policy tool, and commonly not part 

of the debt management strategy 

• The debt level is mostly driven by loose fiscal policy and 

outstanding contingent liabilities, which both are outside 

the control of the debt management unit  
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DSA is different from DeM Strategy 

• Debt sustainability analysis (DSA) is a fiscal policy tool to 

assess the long-term sustainability of the future debt 

path (scope extended to all public debt, guaranteed debt 

and private external debt) 

• The DeM strategy is a medium-term plan to achieve a 

desired composition of the central government debt 

portfolio, which captures the government’s preferences 

with regard to the cost-risk tradeoff (strong focus on 

managing the risk exposure embedded in the debt 

portfolio)    
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Fiscal policy should be separated from 
DeM policy  

• Fiscal policy is highly political 

• Where the fiscal authorities are responsible for 

managing both fiscal policy and debt management 

policy, the fiscal authority may wish to keep the cost of 

debt servicing low to create fiscal space, even though 

this may increase the volatility of debt servicing, and 

future governments may be forced to cut other 

expenditures or raise taxes 

• Here a comparison can be made with the clear 

separation of fiscal policy from monetary policy 
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Gaps between Sound Practice 

and Reality 

Where are we today? 



DeM objectives and strategy 

development 

• Unclear DeM objectives in many countries 

• Consequently, the strategy is a mix of DSA and debt 

ceilings, and incomplete guidance on the structure of the 

debt portfolio 

• The scope of the strategy is in some cases as wide as 

the DSA, i.e. the whole public sector, thus the Center 

needs to approve every single borrowing by the public 

sector to assure that those are in line with the strategy 

• The strategy is prepared with assistance from the World 

Bank/IMF and consultants, and there are no updates  
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Decision-making process and 

organization 

• In many cases, the objectives are determined by the 

Minister of Finance, and not by the Parliament 

• The borrowings are still undertaken by the Minister, and 

in some countries without any involvement of the DeM 

unit 

• The role of the DeM unit is limited to a back office (debt 

recording and debt servicing) 

• Time to set up autonomous DeM offices?  
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Evaluation and audit 

• Very seldom an evaluation by the Parliament of 

DeM activities (also difficult when the Parliament 

has not determined the DeM objectives) 

• Performance audits have just started, and in 

many countries the auditors are still in training  
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Legal framework  

• In many countries, the legal framework needs to 

be revised to support sound debt management, 

i.e. to include clear DeM objectives, requirement 

for a medium-term DeM strategy with frequent 

updates, establishment of a DeM unit, clear 

decision-making process, and an evaluation 

process  
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Thank you! 
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